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INVESTMENT  TERMS 
ARE  DEFINED  IN 

the  Glossary. 


• The  Public  Service  Pension  Plan  (PSPP) 
was  established  in  1947  as  a contributory 
defined  benefit  plan  for  employees  of  the 
Government  of  Alberta,  its  agencies, 
boards,  commissions  and  other  public 
bodies  approved  by  the  Lieutenant 
Governor  in  Council  upon  the 
recommendation  of  the  Board. 

• The  Plan  is  governed  by  a six-member 
Board  comprised  of  employer  and 
employee  nominees. 

• The  Plan  serves  50  employers, 

35,398  active  members,  8,643  deferred 
members  and  14,542  pensioners. 

• The  Plan  is  financed  by  active  member 
and  employer  contributions  and  by  the 
investment  earnings  of  the  PSPP  Fund. 
The  Government  of  Alberta  shares 
the  funding  for  service  accumulated 
before  1992. 

• PSPP  Fund  investments  are  managed 

by  the  Investment  Management  Division 
of  Alberta  Treasury.  The  Fund  has  a 
diversified  investment  portfolio  of  bonds, 
domestic  and  foreign  equities,  money 
market  securities,  mortgages  and 
real  estate. 

• The  Plan  is  administered  by  Alberta 
Pensions  Administration  (APA) 
Corporation.  A former  division  of 
Alberta  Treasury,  APA  became  a 
provincial  corporation  on 
November  1,  1995. 


PUBLIC  SERVICE  PENSION  BOARD 


Structure 

The  Public  Service  Pension  Board  has  six 
members,  including  three  employer  representatives 
nominated  by  the  Government  of  Alberta  and 
three  employee  representatives  nominated  by  the 
Alberta  Union  of  Provincial  Employees. 

Provincial  legislation  requires  that  the  offices  of 
Board  Chair  and  Vice-Chair  alternate  every  two 
years  between  employer  and  employee  nominees. 

Responsibilities 

The  Board  is  responsible  for: 

• setting  the  policy  guidelines  for  investment 
of  the  Fund 

• setting  policy  guidelines  for  administration 
of  the  Plan 

• setting  contribution  rates  to  fully  fund 
current  service 

• making  recommendations  for  amending 
Plan  rules 

• reviewing  administrative  decisions 

• arranging  an  actuarial  valuation  at  least 
once  every  three  years 

Mission  Statement 

The  Board  will  act  solely  in  the  interest  of  Plan 
stakeholders  to  ensure  that: 

• contributions  are  invested  prudently 

• the  Plan  is  managed  effectively  and  efficiently 
and  is  operated  in  compliance  with  legislation 

In  fulfilling  its  mission,  the  Board  will 
consider  the: 

• overall  financial  health  of  the  Plan 

• future  development  of  Plan  provisions 

• costs  of  the  Plan 

• stakeholders’  concerns  and  information  needs 


Members  of  the  Board  - 1996 
Employer  Nominees 

Tim  Wiles,  Chair 

A1  Kalke 
Don  Windsor 

Employee  Nominees 

Len  Pederson,  Vice-Chair 

Gladys  L.  Breckenridge 
Debbie  Horbach 
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Financial  Highlights 


As  at  December  31,  1996 


Five-Year  Review  of  Plan  Data 


Plan  Data 

1996 

1995 

1994 

1993 

1992 

Number  of  employers 

50 

55 

46 

46 

48 

Number  of  active  members 

35,398 

36,594 

39,779 

43,490 

46,856 

Number  of  new  pensions 

(by  type  of  pension) 

Normal  retirement 

105 

138 

131 

200 

203 

Early  retirement 

735 

698 

857 

603 

440 

Disability  retirement 

12 

14 

14 

4 

8 

Spousal  retirement 

34 

36 

35 

37 

33 

Total  membership 

(active  members,  deferred  members 
and  pensioners) 

^ 

58,583 

58,651 

60,537 

62,743 

64,874 

The  following  table  summarizes  the  actuarial  value  of 
assets,  the  estimated  cost  of  benefits  and  deficiency 
(unfunded  liability)  at  December  31,  1996. 


($  millions) 

Cash  & Short-term 

96.2 

Bonds 

1,074.0 

Mortgages 

90.4 

Canadian  Equities 

963.6 

Foreign  Equities 

689.2 

Real  Estate 

60.0 

Other  Net  Assets 

11.1 

Total  Net  Assets 

2,984.5 

Actuarial  Asset  Value  Adjustment 

184.2 

Actuarial  Value  of  Assets 

2,800.3 

Estimated  Cost  of  Benefits 

2,895.2 

Deficiency  (Unfunded  Liability) 

94.9 

1996  Investment  Results 
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Review  of  Financial  Data 


Financial  Data  ($  millions) 

Year 

Ended 

December  31 
1996 

Year 

Ended 

December  31 
1995 

Year 

Ended 

December  31 
1994 

Net  assets 

$ 2,984.5 

$ 2,579.4 

$2,212.4 

Investment  income  (loss) 

428.1 

378.5 

(13.3) 

Contributions  - post-1991  service 

Employer 

58.5 

60.8 

66.5 

Active  member 

60.9 

63.1 

70.3 

Transfers  from  other  plans 

0.5 

1.1 

1.3 

Contributions  - pre-1992  service 

Employer 

3.3 

3.8 

3.5 

Active  member 

3.3 

3.8 

3.5 

Government  of  Alberta 

10.9 

12.7 

11.8 

Benefit  payments  and  transfers 

Pensions 

127.2 

120.9 

115.4 

Termination  benefits 

29.0 

29.8 

32.6 

Transfers  to  other  plans 

1.3 

3.7 

7.8 

Administration  expenses 

Plan  administration 

2.3 

2.5 

2.7 

Investment  management 

^ 

0.4 

0.4 

0.3 

Payments  Contributions 

($  millions)  Total:  $160.3  ($  millions)  Total:  $137.4 

The  chart  below  is  a breakdown  of  Plan  payments,  The  chart  below  is  a breakdown  of  active  member, 
the  bulk  of  which  were  made  to  pensioners.  employer  and  government  contributions.  The  total 

does  not  include  revenue  from  Fund  investments. 


Pension  Benefits 
$127.3  79.4% 


$2.7  1.7%  $29.0  18.1%  $1.3  0.8% 


Employer 
$61.8  45.0% 


of  Alberta  Transfers  Active  Member 
$10.9  7.9%  $0.5  0.4%  $64.2  46.7% 


• • • • 


Comments  From  the  Board 


In  1996,  the  Board  of  the  Public  Service 
Pension  Plan  monitored  the  funding  status 
of  the  Plan  and  the  investment  performance 
of  the  Fund.  The  Board  also  reviewed  the  Plan’s 
governance  structure  and  worked  on  improving 
communication  with  stakeholders  and  services 
for  members. 

Investment  Policy 

Assets  of  the  Public  Service  Pension  Plan  Fund 
are  invested  in  accordance  with  the  Statement  of 
Investment  Objectives  and  Policies  established  by 
the  Board.  The  broad  objective  of  the  Fund,  as 
identified  in  this  policy,  is  to  earn  the  best 
possible  return  at  an  acceptable  level  of  risk. 

The  policy  outlines  asset  mix,  performance 
standards,  benchmarks  for  measurement  and 
risk/retum  guidelines.  The  Board  reviews  the 
policy  annually  to  ensure  it  remains  appropriate 
for  the  long-term  investment  objectives  of 
the  Fund. 

Fund  Performance 

Investment  Management  Division  (IMD) 
of  Alberta  Treasury  manages  the  Fund. 

Strong  markets  in  1996  resulted  in  a one-year 
return  of  $428.1  million  (16.6%). 

This  exceeds  the  7.5%  investment  return 
needed  to  adequately  fund  the  Plan.  As  a result, 
investment  experience  for  1996  continued  to 
contribute  to  an  improvement  in  the  funded 
status  of  the  Plan. 

The  return  was  below  the  17.9%  policy 
benchmark.  A single  year’s  return  does  not 
typically  affect  the  Plan’s  long-term  financial 
position.  Returns  should  be  examined  over  four- 
year  periods  or  longer  to  determine  if  investments 
are  achieving  target  income  rates. 

As  1996  was  the  first  full  year  the  Board  used 
the  current  investment  policy,  the  Board  will 
continue  to  closely  monitor  investments  to  ensure 
they  meet  the  Plan’s  long-term  objectives. 

A more  detailed  discussion  of  the  performance  of 
the  Fund  is  provided  in  the  Investment  Report. 


Plan  Valuation 

The  Board  is  required  to  conduct  an  actuarial 
valuation  at  least  once  every  three  years. 

A valuation  compares  the  liability  — the  value  of 
the  benefits  promised  to  members  — against 
available  assets  to  arrive  at  the  overall  funding 
status  of  the  Plan.  The  valuation  also  determines 
the  contribution  rates  required  to  pay  for  current 
service  and  eliminate  any  unfunded  liability  on 
pre-1992  service. 

The  most  recent  valuation  was  conducted  at 
the  end  of  1995.  The  actuary,  management  and 
the  Board  believe  the  assumptions  used  are  still 
appropriate.  The  Board  decided  not  to  incur  the 
costs  of  a full-scale  valuation  for  1996  and 
requested  an  extrapolation  instead. 

An  extrapolation  estimates  the  Plan’s 
financial  position  by  using  assumptions  from 
previous  valuations  for  some  factors  and  actual 
experience  for  others. 

The  actuary  reported  the  Plan  had  an 
unfunded  liability  on  pre-1992  service  of 
$252.0  million  and  a surplus  on  post-1991  service 
of  $157.1  million  for  a total  unfunded  liability 
of  $94.9  million  for  the  year  ended 
December  31,  1996.  This  is  a reduction  of 
$136.2  million  from  $231.1  million  in  1995, 
primarily  a result  of  positive  returns  experienced 
on  investments.  The  Board  will  continue  to 
monitor  investment  performance  to  ensure 
the  unfunded  liability  is  eliminated  before 
December  31,  2036.  If  positive  investment  results 
continue,  it  may  be  possible  to  pay  down  the 
unfunded  liability  ahead  of  schedule. 

A complete  report  on  the  financial  position  of  the 
Plan  is  provided  in  the  Financial  Statements. 

Surplus  Policy 

As  the  funding  status  of  the  Plan  improved,  the 
Board  considered  the  need  for  a surplus  policy. 

In  1996,  the  Board  set  out  a policy  whereby  it 
can  consider  improvements  to  benefits  once  the 
surplus  exceeds  two  times  current  service  costs. 
The  actuary  must  also  confirm  that  there  are 
sufficient  funds  to  provide  enhanced  benefits  on  a 
sustained  basis. 
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As  promised  during  pension  reform, 
the  Board’s  first  priority  for  discussion 
with  members  will  be  enhancements  to 
cost-of-living  adjustments. 

Member  Services 

The  Board  is  working  to  address  problems  faced 
by  members  transferring  from  a PSPP  employer  to 
a Local  Authorities  Pension  Plan  employer  as  a 
result  of  recent  government  restructuring. 

During  1996,  the  Board  implemented  a 
temporary  solution  to  allow  these  members  to  stay 
in  the  Public  Service  Pension  Plan  until 
December  31,  1997.  In  the  meantime,  the  Board 
is  collaborating  with  the  Local  Authorities 
Pension  Plan  Board  of  Trustees  and  the  actuaries 
to  develop  a solution  to  this  complex  problem. 

Board  Governance 

The  Board  began  developing  a formal  business 
plan  in  1996  to  document  its  vision  and  goals 
and  set  out  initiatives  for  the  next  three  years. 
The  Board  expects  to  present  its  Business  Plan 
to  stakeholders  in  1997. 

The  responsibilities  of  the  Public  Service 
Pension  Board  are  determined  largely  by  the 
Public  Sector  Pension  Plans  Act,  the  legal  and 
administrative  framework  within  which  the 
Plan  operates. 

At  present,  the  Provincial  Treasurer  is  the 
trustee  and  administrator  of  the  Plan  while  the 
Board  is  the  owner  of  the  assets  and  liabilities  of 
the  Plan  Fund.  Current  legislation  enables  the 
Board,  upon  agreement  of  the  Minister,  to 
become  the  trustee  and  administrator  of  the  Plan. 
After  considering  the  costs  and  benefits  of 
assuming  the  role  of  Plan  trustee  and 
administrator,  the  Board  decided  that,  at  present, 
there  is  no  tangible  benefit  for  members  in 
changing  the  current  structure. 

The  Board  developed  a Conflict  of  Interest 
Policy  for  its  members.  It  is  the  duty  of  every 
Board  member  to  act  honestly  and  in  the  best 


interests  of  the  Plan.  The  policy  provides 
guidance  on  identifying  and  resolving  actual  or 
perceived  conflicts  between  Board  member  duties 
and  other  interests. 

Communication 

Two  messages  from  the  Board  were  mailed  during 
1996  to  members,  providing  highlights  on  a 
variety  of  topics  including  the  1 995  Annual 
Report.  Both  communiques  included  a Reader 
Survey.  Responses  indicated  recipients  were 
generally  pleased  with  the  information  provided. 
The  Board  encourages  members  to  respond  to  the 
1996  Reader  Survey  included  in  this  report. 

The  Board  supported  a project  initiated  by 
Alberta  Pensions  Administration  (APA) 
Corporation,  the  Plan’s  administrator,  to  conduct 
a complete  Communications  Needs  Assessment. 

The  assessment  will  determine  the  information 
needs  of  members  and  employers  and  will  be  used 
to  help  establish  communications  principles  to 
ensure  quality  information  is  provided. 

The  Board  continued  to  monitor  the 
results  and  costs  of  APA’s  Business  Process 
Re-engineering  (BPR)  Project.  Designed  to 
improve  APA  services,  the  BPR  Project  is 
currently  soliciting  input  from  stakeholders  on 
their  future  needs. 

A more  detailed  discussion  of  the  project  is 
provided  in  the  Administration  Report. 

The  Board  would  like  to  thank  members 
and  employers  for  their  support  during  1996. 

The  Board  would  also  like  to  acknowledge  the 
Provincial  Treasurer,  the  staff  of  IMD  and  the 
staff  of  APA  for  their  assistance  to  the  Board 
in  1996. 


Tim  Wiles 

Chair 

Public  Service  Pension  Board 
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Investment  Report 


The  Public  Service  Pension  Board  holds 
the  assets  of  the  PSPP  Fund  in  trust 
solely  for  the  benefit  of  Plan 
beneficiaries.  The  Board  delegates  all  other 
aspects  of  trusteeship  to  the  Provincial  Treasurer. 
This  enables  the  Board  to  take  advantage  of  the 
investment  services  of  Investment  Management 
Division  (IMD)  of  Alberta  Treasury. 

IMD  has  managed  pension  assets  since  1981 
when  the  Government  of  Alberta  established  a 
consolidated  pension  fund.  When  the 
government  implemented  pension  reform 
legislation  in  the  fall  of  1993,  it  divided  the 
consolidated  fund  into  five  separate  Funds,  one 
of  which  was  the  PSPP  Fund. 

In  total,  IMD  manages  approximately 
$30.0  billion  in  assets.  The  market  value  of 
the  PSPP  Fund  as  at  December  31,  1996  was 
$2.98  billion. 

IMD  offers  a wide  range  of  investment  services 
and  products  to  meet  the  specific  needs  of  each 
Fund.  Given  the  size  of  the  assets  under 
management,  IMD  can  provide  these  services  on 
a very  cost-effective  basis.  Division  staff  manage 
most  investments  directly,  but  where  specialized 
knowledge  and  expertise  are  required,  they  use 
external  managers. 

In  1996,  the  division  reviewed  the  use  of 
external  managers  who  offer  specialized  expertise 
in  foreign  equity  markets.  As  a result  of  the 
review,  IMD  now  uses  narrower  geographic 
mandates.  This  should  enable  each  manager 
to  focus  his  or  her  individual  investment 
strengths  and  increase  the  Fund’s  overall 
investment  performance. 

IMD  also  used  this  specialized  mandate 
approach  to  create  the  new  Canadian  Small 
Capitalization  Pool  product  in  the  portfolio’s 
Canadian  equity  component.  Handled  by  a group 
of  specialized  external  managers,  this  product 
allows  the  division  to  take  advantage  of  the  high 
growth  and  high  return  opportunities  in  small 
capitalized  Canadian  companies. 


Investment  Policies 
and  Constraints 

IMD  invests  the  Fund’s  assets  based  on  the 
Statement  of  Investment  Objectives  and  Policies 
established  by  the  Board.  Investment  policies 
establish  the  asset  mix  of  the  Fund,  the  manner 
by  which  IMD  may  invest  assets  and  the  specific 
holding  limits  for  each  type  of  security.  The  most 
important  policy  relates  to  asset  mix  and 
establishes  the  long-term  policy  asset  mix  and  the 
ranges  for  each  asset  class. 

Investing  in  different  asset  classes  such  as 
bonds  or  equities  presents  different  risks  and 
potential  returns.  T-bills  have  the  lowest  risk; 
they  also  have  the  lowest  long-term  return. 
Equities  traditionally  have  the  highest  long-term 
return  and  the  highest  risk.  A policy  with  a 
higher  percentage  of  equities  will  have  a greater 
potential  for  higher  returns  but  will  experience 
greater  swings  in  market  value.  It  is  therefore 
critical  the  investment  policy  establish  a balance 
between  the  Plan’s  tolerance  for  market  value 
swings  and  return  objectives. 

After  considering  the  funding  requirements 
and  the  financial  position  of  the  Plan,  the  Board 
adopted  the  following  asset  mix  policy  to  generate 
sufficient  asset  growth,  meet  the  Plan’s  liabilities 
and  limit  the  variability  of  contributions  made  by 
active  members  and  employers. 

Asset  Mix  (%  of  the  Fund) 

as  at  December  31,  1996 


Policy  Range 
Min.  Max. 

Policy 

Asset 

Mix 

1996 
Actual 
Asset  Mix 

1995 
Actual 
Asset  Mix 

Fixed  Income 

Cash  & Short-term 

0-20 

3.0 

3.8 

4.8 

Long-term 

Fixed  Income 

30-50 

42.0 

38.6 

43.9 

Total 

40-50 

45.0 

42.4 

48.7 

Equity 

Canadian  Equity 

25-50 

35.0 

32.4 

26.5 

Foreign  Equity 

15-24 

17.0 

23.2 

22.6 

Real  Estate 

0-6 

3.0 

2.0 

2.2 

Total 

50  60 

55.0 

57.6 

51.3 
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IMD  and  the  Board  discuss  on  an 
on-going  basis  the  overall  investment  program 
including  the  asset  mix  and  the  use  of  specific 
investment  strategies. 

IMD  can  adjust  the  amounts  of  each  asset 
class  within  the  ranges  to  respond  to  market 
conditions  and  take  advantage  of  expected 
market  performance.  IMD  started  1996  with  a 
higher  percentage  of  bonds  relative  to  equities. 
Over  the  course  of  the  year,  it  shifted  the  Fund  to 
a higher  percentage  in  equities.  This  shift 
reflected  the  expectation  that  the  strong  relative 
performance  of  bonds  over  the  last  15  years 
would  wane  and  equities  would  outperform  bonds 
in  the  future. 

Investment  Performance 

Measuring  Performance 

IMD  provides  the  Board  with  quarterly  reports  on 
investment  performance  and  a formal  investment 
review  at  least  annually.  The  Board  evaluates  the 
Fund’s  investment  performance  to  see  how  it 
affects  the  security  of  benefits,  whether  it  meets 
the  expectations  of  the  investment  policy  and 
whether  it  reflects  cost-effective  asset  management. 

To  measure  performance,  the  long-term  asset 
mix  policy  and  the  benchmark  indices  for  each 
major  asset  class  are  combined  to  produce  a policy 
benchmark  return  for  the  Fund.  The  policy 
benchmark  provides  a reference  point  for 
discussing  Fund  performance  with  the  Board 
and  identifying  areas  of  strength  and  weakness. 

The  Fund  is  expected  to  earn  at  least  a 5.7% 
annualized  real  rate  of  return  over  rolling  four-year 
periods.  The  benchmark  portfolio,  based  on  the 
Board  investment  policy,  should  earn  5.2%.  IMD  is 
expected  to  add  0.5%  from  active  management. 

IMD  makes  comparisons  on  an  annual  and 
a cumulative  (one-,  four-  and  eight-year)  basis. 

The  focus  is  on  the  four-year  period  to  evaluate  the 
Fund’s  long-term  performance.  IMD  also  measures 
the  individual  asset  classes  in  the  Fund  against 
established  market  benchmarks  — it  measures  the 
Fund’s  long-term  fixed  income  asset  class  against 
the  ScotiaMcLeod  Bond  Universe  Index;  it 
measures  the  Canadian  equity  asset  class  against 
the  TSE  300  Index. 


1996  Fund  Performance 

The  Fund  earned  a $428.1  million  (16.6%)  return 
on  investments  in  1996,  reflecting  a relatively 
strong  year  in  capital  markets.  Although  below  the 
17.9%  policy  benchmark,  investment  performance 
continued  above  the  Plan’s  7.5%  funding 
requirements  and  indicates  the  investment  policy 
is  operating  above  expectations.  As  a result, 
investment  experience  continues  to  improve  the 
funded  status  of  the  Plan. 


Asset  Class  Performance 

Relative  to  Benchmarks 


1996 

1995 

1994 

1993 

% 

% 

% 

% 

Short-term 

5.8 

7.5 

4.8 

7.0 

ScotiaMcLeod  91 -day  T-Bill  Index 

5.0 

7.6 

5.4 

5.5 

Fixed  Income 

12.2 

20.3 

-2.9 

16.9 

ScotiaMcLeod  Bond  Universe  Index 

12.3 

20.1 

-4.6 

17.1 

Canadian  Equity 

29.5 

14.3 

2.1 

25.4 

TSE  300  Index 

28.4 

14.6 

-0.2 

32.4 

Foreign  Equity 

13.0 

16.7 

2.8 

27.5 

Morgan  Stanley  World  Index 

14.0 

17.7 

11.4 

27.8 

Real  Estate 

6.4 

7.8 

2.9 

-18.3 

Frank  Russell  Commercial 

Property  Index 

7.0 

5.0 

1.9 

-6.5 

Total  Fund 

16.6 

17.2 

0.1 

19.1 

Policy  Benchmark  Return 

17.9 

- 

- 

- 

Consumer  Price  Index  (CPI) 

1.6 

0.2 

1.7 

2.1 

Compound  Annualized  Return 

Ending  December  31,  1996 


1 YR 

2 YR 

3 YR 

4 YR 

8 YR 

% 

°/o 

% 

% 

% 

Short-term 

5.8 

6.6 

6.0 

6.3 

8.6 

ScotiaMcLeod  91 -day  T-Bill  Index 

5.0 

6.3 

6.0 

5.9 

8.2 

Fixed  Income 

12.2 

16.2 

9.4 

11.3 

12.1 

ScotiaMcLeod  Bond  Universe  Index 

12.3 

16.4 

9.0 

11.2 

12.1 

Canadian  Equity 

29.5 

21.7 

14.8 

17.3 

10.2 

TSE  300  Index 

28.4 

21.3 

13.7 

18.1 

10.5 

Foreign  Equity 

13.0 

14.8 

10.7 

14.7 

14.9 

Morgan  Stanley  World  Index 

14.0 

15.7 

14.2 

17.5 

10.9 

Real  Estate 

6.4 

7.1 

5.7 

-0.9 

2.4 

Frank  Russell  Commercial 

Property  Index 

7.0 

6.0 

4.6 

1.7 

2.7 

Total  Fund 

16.6 

16.9 

11.0 

13.0 

11.9 

Policy  Benchmark  Return 

17.9 

- 

- 

- 

- 

Consumer  Price  Index  (CPI) 

1.6 

1.7 

1.2 

1.3 

2.7 

All  income  figures  in  this  report  are  time^weighted. 
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Investment  Report 


In  June  1995,  the  Board  approved  the  new 
investment  policy.  1996  represents  its  first  full 
year  of  use  and  the  starting  point  for  evaluating 
the  Fund’s  long-term  performance.  1996  was  also 
the  first  year  of  the  four-year  measurement  period. 

Overall,  the  total  amount  of  equity  in  the 
Fund  did  not  fluctuate  greatly  throughout  1996; 
equity’s  underweighted  position  relative  to  the 
policy  benchmark  in  January  was  offset  by  an 
overweighted  position  at  year-end.  The  major 
difference  lay  in  the  relative  amounts  of  Canadian 
and  foreign  equities  in  the  Fund.  IMD  maintained 
a higher  exposure  in  foreign  equities  and  a 
correspondingly  lower  exposure  in  Canadian 
equities  relative  to  the  asset  mix  policy. 

This  was  a function  of  the  limits  of  the 
Canadian  domestic  market,  which  represents  less 
than  3%  of  the  world  equity  market  and  is  heavily 
skewed  toward  a few  industries.  By  maximizing 
foreign  equities,  IMD  capitalized  on  a larger 
number  of  growth  opportunities  in  other  countries 
and  industries. 

This  is  a long-term  strategy.  By  maintaining  a 
broad  diversification  in  foreign  equities,  IMD  can 
achieve  higher  returns  without  greatly  increasing 
risk.  There  may  be  times  when  the  Canadian 
equity  market  leads  all  others,  as  was  the  case  in 
1996.  This  resulted  in  some  short-term 
underperformance.  Over  time,  however,  IMD 
expects  to  see  higher  returns  from  foreign  equity 
markets  and  to  add  value  to  the  long-term 
performance  of  the  Fund. 

Investment  Strategy 

As  1996  progressed,  IMD  took  advantage  of 
rallies  in  the  bond  markets  to  move  the  Fund 
further  into  equities,  ending  the  year  overweight 
in  equities  relative  to  the  asset  mix  policy. 

At  this  time,  IMD  continues  to  favour 
equities  over  bonds  due  to  the  nature  of  bond 
returns;  when  interest  rates  rise,  bond  value  falls. 
Interest  rates  on  fixed  income  securities  should 
remain  at  best  within  a relatively  narrow  range 
with  potential  for  higher  rates.  IMD  can 
make  better  gains  in  the  equity  markets  in 
the  long  term. 


Individual  Asset 
Class  Performance 

Short-term  Investments 

Short-term  interest  rates  declined  over  the  year 
with  the  yield  on  91 -day  T-bills  declining  from 
5.5%  to  2.8%.  The  return  over  the  course  of  the 
year  as  measured  by  the  ScotiaMcLeod  91 -day 
T-Bill  Index  was  5.0%  while  the  Fund’s  short- 
term fixed  income  investments  generated  a return 
of  5.8%. 

Long-term  Fixed  Income 

IMD  invested  this  component  of  the  portfolio 
primarily  in  publicly  traded  bonds,  but  the 
component  also  includes  privately  issued  debt, 
mortgages  and  real  return  bonds.  Long-term 
interest  rates  also  declined  through  the  year  with 
the  yield  on  10-year  government  bonds  declining 
from  7.1%  at  the  end  of  1995  to  6.4%  at  the  end 
of  1996. 

The  total  return  for  the  Fund’s  long-term 
fixed  income  component  closely  matched  the 
12.3%  ScotiaMcLeod  Bond  Universe  Index 
return  at  12.2%  for  the  year.  The  publicly  traded 
portion  of  the  portfolio  returned  12.0%;  the 
private  debt  portion,  12.3%;  the  mortgage 
portfolio,  13.8%. 

Summary  of  Bond  Holdings 


Government  of  Canada 
41.9% 
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Canadian  Equity  Component 

The  Canadian  equity  market  did  well  in 
1996  with  the  TSE  300  Index  returning  28.4%. 
The  Fund’s  Canadian  equity  component 
outperformed  the  benchmark  with  a strong  29.5% 
return,  led  by  the  30.1%  return  on  the  publicly 
traded  portfolio.  The  relatively  strong 
performance  of  interest  rate-sensitive  equity  was 
an  important  contributor  to  the  component’s 
positive  overall  return. 

Industry  Breakdown 
of  Canadian  Equity 

Interest  Rate- 


Resource  Sensitive 

17.0%  31.0% 


Foreign  Equity  Component 

The  foreign  equity  component  had  mixed  results 
in  1996.  The  Morgan  Stanley  World  Index 
returned  14-0%  while  the  Fund’s  foreign  equity 
returned  13.0%.  Within  the  portfolio,  the  non- 
North  American  component  did  better  against 
the  benchmark.  The  Global  Structured  Equity 
Pool  showed  the  best  performance,  returning 
18.0%  for  the  year. 

The  U.S.  portion  did  not  do  well  against  its 
benchmark;  the  23.0%  Standard  & Poor’s  500 
Index  return  outperformed  the  Fund’s  14-7% 
return  on  U.S.  equity.  This  part  of  the  portfolio 
has  a strong  growth  focus  with  emphasis  on 
smaller  capitalized  companies.  Within  the  United 
States,  investors  have  focused  on  a relatively 
small  number  of  large  capitalized  companies. 
Given  the  relatively  high  valuations  put  on  these 
companies,  the  performance  gap  between  the 
Fund’s  portfolio  and  the  S&P  500  Index  should 
close  in  1997. 

Distribution  of 
Non-Canadian  Equity 
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Investment  Report 


Top  10  Holdings  in  the 
Canadian  Equity  Pool 


Company 

Market  Value 
($  millions) 

% of  IMD 
Pool  Holding 

BCE 

168.6 

5.1 

CIBC 

120.9 

3.7 

Royal  Bank 

117.8 

3.6 

Toronto  Dominion 

110.9 

3.4 

Bank  of  Montreal 

109.0 

3.3 

Seagrams 

108.2 

3.3 

Bank  of  Nova  Scotia 

96.3 

2.9 

Canadian  Pacific 

95.5 

2.9 

Northern  Telecom 

92.2 

2.8 

IMASCO 

72.1 

2.2 

Top  10  Holdings  in  the  U.S.  Equity  Pool 

Company 

Market  Value 

% of  IMD 

($  millions) 

Pool  Holding 

Healthcare  Compare  Corp. 

56.5 

5.2 

General  Electric  Co. 

43.7 

4.0 

Thermolase 

41.7 

3.8 

US  Robotics  Corp. 

39.6 

3.6 

Gtech  Holdings  Corp. 

36.5 

3.3 

Schlumberger  Ltd. 

35.4 

3.2 

Federal  National  Mortgage  Assoc. 

34.0 

3.1 

IBM 

29.4 

2.7 

Walt  Disney  Co. 

26.3 

2.4 

Intel  Corp. 

25.7 

2.3 

Top  10  Holdings  in  the 

Non-North  American  Equity  Pool 

Company 

Market  Value 

% of  IMD 

($  millions) 

Pool  Holding 

Sony  Corp. 

17.1 

1.3 

HSBC  HLDGS 

16.1 

1.2 

Matsushita  Elec.  Ind. 

15.6 

1.2 

Novartis  AG 

14.1 

1.1 

Nippon  Tel.  and  Tel. 

12.7 

1.0 

Cheung  Kong  (Holdings) 

12.0 

0.9 

Swire  Pacific 

10.0 

0.8 

Elf  Aquitaine 

9.7 

0.7 

Hutchinson  Whampoa 

9.4 

0.7 

Bayer  AG 

9.4 

0.7 

Real  Estate 

The  real  estate  sector  continued  its  slow  recovery 
in  1996;  the  Frank  Russell  Commercial  Property 
Index  returned  7.0%,  slightly  ahead  of  the 
portfolio’s  6.4%  return. 

Challenges  for  1997 

IMD  will  continue  developing  investment 
products  in  1997  that  provide  opportunity  for 
pension  funds  to  seek  enhanced  returns  consistent 
with  stated  investment  policies. 

The  division  will  look  at  strengthening  its 
internal  organization  and  operations  to  improve 
existing  products  and  maximize  the  effective  use 
of  information  and  technology.  It  will  also  add 
resources  to  the  asset  allocation  decision  process 
and  set  up  a systems  unit  to  consolidate  the 
processing  of  transactions  and  reporting. 

These  efforts  reflect  the  determination  to 
provide  the  investment  management  expertise 
and  information  the  Board  needs  to  meet  its 
fiduciary  responsibility. 


S.J.  Susinski 

Chief  Investment  Officer 
Investment  Management  Division 
Alberta  Treasury 
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ADMINISTRATION  REPORT 


Alberta  Pensions  Administration  (APA) 
Corporation  administers  the  Public 
Service  Pension  Plan.  APA  is  one  of  the 
largest  public  sector  pension  plan  administrators 
in  Canada,  administering  eight  statutory  pension 
plans  for  five  pension  boards  and  the  Government 
of  Alberta. 

APA  is  a provincial  corporation  guided  by  a 
Board  of  Directors,  which  includes  representatives 
from  private  enterprise,  the  pension  boards  and 
the  Government  of  Alberta. 

In  total,  APA  serves  approximately 
540  employers,  117,000  active  members  and 
44,000  pensioners. 

Statistics  on  the  administration  of  the  Plan  in 
1996  are  provided  in  graphics  throughout  this  section. 
Prior  year  information  is  included  where  appropriate. 

Accomplishments  in  1996 

Services 

As  part  of  its  administration  of  the  Public 
Service  Pension  Plan,  APA  collects  contributions, 
keeps  accurate  and  secure  records  and  pays 
benefits  to  pensioners  and  terminating  members. 

It  also  provides  Plan  information  to  members 
and  employers. 

In  1996,  APA  issued  enhanced  Member 
Annual  Statements  that  included  personalized 
benefit  information  for  all  active  members. 

For  the  first  time,  members  received  estimates 
of  both  termination  and  retirement  benefits 
along  with  pensionable  service,  contributions 
and  salary  details.  Feedback  from  recipients 
was  positive. 

APA  also  completed  a comprehensive  quality 
assurance  review  to  identify  and  address  areas  of 
operational  risk  and  introduced  a new  phone 
system  with  several  toll-free  numbers. 


Costs 

In  1996,  total  Plan  administration  expenses  were 
$2,664,000  or  $45  per  member.  In  addition, 
capital  advances  amounted  to  $4  per  member. 

Additional  information  on  administration 
expenses  is  available  in  the  Financial  Statements. 

Payments 

($  millions)  Total:  $160.3 

The  chart  below  is  a breakdown  of  Plan  payments, 
the  bulk  of  which  were  made  to  pensioners. 

Pension  Benefits 


Contributions 

($  millions)  Total:  $137.4 

The  chart  below  is  a breakdown  of  active  member, 
employer  and  government  contributions.  The  total 
does  not  include  revenue  from  Fund  investments. 


Employer 
$61.8  45.0% 


$10.9  7.9%  $0.5  0.4%  $64.2  46.7% 
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Administration  Report 


Participation 


1996 

1995 

Active  Members 

35,398 

36,594 

Deferred  Members 

8,643 

8,136 

Pensioners 

14,542 

13,921 

Total 

58,583 

58,651 

New  Pensioners 

1996 

1995 

Retirements  105  138 

Early  Retirements  735  698 

Disability  Retirements  12  14 

Death  Benefits  to  Spouses  34  36 


Total  886  886 


New  Retirement  Options 

as  at  December  31 


Contribution  Rates 
Contribution  rates  are  divided  equally 
between  employers  and  members 


Current  Service  (post-1991) 
Employer  and  Member 
Up  to  YMPE 
Above  YMPE 

Unfunded  Liability  (pre-1992) 


9.35 

13.10 


9.35 

13.10 


Employer  and  Member 

0.60 

0.60 

Government  of  Alberta 

1.00 

1.00 

Total 

Up  to  YMPE 

10.95 

10.95 

Above  YMPE 

14.70 

14.70 

Performance  Measurements 

Each  year,  APA  participates  in  a nation-wide 
survey  of  public  sector  pension  administrators 
known  as  the  Quantitative  Service  Measurement 
(QSM)  Survey.  The  survey  is  administered  by 
Corden  Consultants  and  compares  APA’s  costs 
and  service  delivery  times  against  that  of 
other  participants. 

1996  results  show  APA  is  one  of  the  most 
cost-effective  pension  plan  administrators  of  its 
size  and  its  performance  standards  for  measuring 
response  times  compare  favourably  with  other 
QSM  participants. 

To  determine  its  actual  performance  in  1996, 
APA  tracked  39  different  services  every  month. 
Over  the  course  of  the  year,  APA  met  its 
performance  standards  more  than  90%  of  the 
time.  APA  continues  to  challenge  staff  to  meet 
these  standards  all  of  the  time. 

APA  also  surveys  employers’  satisfaction  levels 
on  an  annual  basis.  Results  for  1996  show  that 
public  sector  employers  are  generally  satisfied 
with  pension  services.  There  is,  however,  a trend 
developing  toward  lower  levels  of  satisfaction 
than  was  reported  in  the  past.  One  of  the  main 
reasons  for  this  is  the  increased  demand  placed  on 
employer  organizations  and  resources. 


Monthly  Payment  Distributions 

as  at  December  31,  1996 
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APA  continues  to  work  on  improvements, 
many  of  which  are  addressed  in  APA’s  multi-year 
Business  Process  Re-engineering  (BPR)  Project. 
The  object  of  the  project  is  to  streamline  business 
practices  and  includes  a review  of  available 
technologies,  in  particular  on-line  access  to 
records  and  information. 

APA  has  also  initiated  a survey  to  determine 
the  future  information  needs  of  Plan  employers 
and  members.  The  survey  will  be  used  to 
develop  a plan  to  ensure  APA  is  providing 
quality  information. 

Corporate  Developments 

Plans  for  APA’s  incorporation  took  a new 
direction  in  1996.  Following  talks  with  the 
pension  boards  and  the  Provincial  Treasurer,  the 
corporation’s  sale  was  postponed.  APA  witnessed 
change  in  its  management  team.  With  the 
resignation  of  the  Chief  Executive  Officer  in 
September,  the  APA  Board  created  the  new 
position  of  Chief  Operating  Officer  to  lead  the 
corporation.  Two  key  senior  directors  were  also 
appointed  as  Director  Operations  and  Corporate 
Secretary  and  as  Secretary,  Public  Service, 
Management  Employees  and  Special  Forces 
Pension  Boards. 


Challenges  for  1997 

To  achieve  the  goals  set  in  its  three-year  Business 
Plan,  APA  has  developed  a budget  and  set 
objectives  for  1997. 

These  include  plans  to: 

• continue  streamlining  administration  processes 

• enhance  quality  assurance  measures 

• rewrite  the  members’  handbook 

• stabilize  computer  systems  to  ensure  their 
efficient  operation  during  BPR  development 

• establish  strategic  focus  groups  to  obtain 
client  input 

• develop  Member  Annual  Statements  for 
deferred  members 

• investigate  use  of  the  Internet 

APA  wishes  to  acknowledge  the  support  of  PSPP 
employers  throughout  1996.  Plan  employers  are  a 
critical  link  in  the  delivery  of  timely  information 
and  service  to  members.  The  partnership  with 
them  made  APA’s  performance  and  cost-effective 
administration  of  the  Public  Service  Pension 
Plan  possible. 


Chief  Operating  Officer 

Alberta  Pensions  Administration  Corporation 
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Auditor’s  Report 


To  the  Public  Service  Pension  Board 

I have  audited  the  statement  of  net  assets  available  for  benefits  and  accrued  pension  benefits  of  the 
Public  Service  Pension  Plan  as  at  December  31,  1996  and  the  statements  of  changes  in  net  assets 
available  for  benefits,  changes  in  accrued  pension  benefits  and  changes  in  deficiency  for  the  year  then 
ended.  These  financial  statements  are  the  responsibility  of  the  Plan’s  management.  My  responsibility  is 
to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial  statements 
are  free  of  material  misstatement.  An  audit  includes  examining,  on  a test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the  accounting 
principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial 
statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial 
position  of  the  Plan  as  at  December  31,  1996  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Edmonton,  Alberta 
April  12,  1997 


Piib\  \f<tbludu<di 

FCA 

Auditor  General 
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Financial  Statements 


Statement  of  Net  Assets  Available  for  Benefits 
and  Accrued  Pension  Benefits 

As  at  December  31,  1996 
($  thousands) 


1996 

1995 

Net  Assets  Available  for  Benefits 

Assets 

Investments  (Note  3) 

Accounts  receivable  (Note  6) 

$ 2,973,435 
11,912 

$ 2,575,712 
6,547 

2,985,347 

2,582,259 

Liabilities 

Accounts  payable 

798 

2,880 

Net  assets  available  for  benefits 

2,984,549 

2,579,379 

Actuarial  asset  value  adjustment 

(184,200) 

(79,000) 

Actuarial  value  of  net  assets  available  for  benefits 

2,800,349 

2,500,379 

Accrued  Pension  Benefits 

Accrued  pension  benefits  (Note  7) 

2,895,200 

2,731,500 

Deficiency  of  actuarial  value  of  net  assets 
over  accrued  pension  benefits  (Note  7) 

$ 94,851 

$ 231,121 

See  accompanying  notes  and  schedules. 
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Financial  Statements 


Statement  of  Changes  in  Net  Assets 
Available  for  Benefits 


For  the  year  ended  December  31,  1996 
($  thousands) 


1996 

1995 

Increase  in  assets 

Investment  income  (Note  8) 

$ 428,075 

$ 378,523 

Interest  on  Province  of  Alberta  receivable 

- 

467 

Contributions 

Current  and  past  service 

Employers 

58,504 

60,764 

Employees 

60,850 

63,177 

Pre-1992  unfunded  liability 

Employers 

3,280 

3,799 

Employees 

3,280 

3,799 

Province  of  Alberta 

10,934 

12,663 

Transfers  from  other  plans 

516 

1,127 

137,364 

145,329 

Total  increase  in  assets 

565,439 

524,319 

Decrease  in  assets 

Benefits 

127,244 

120,919 

Refunds  to  members 

29,033 

29,829 

Transfers  to  other  plans 

1,328 

3,682 

Administration  expenses  (Note  9) 

2,664 

2,933 

Total  decrease  in  assets 

160,269 

157,363 

Change  in  net  assets  for  the  year 

405,170 

366,956 

Net  assets  available  for  benefits 

at  beginning  of  year 

2,579,379 

2,212,423 

Net  assets  available  for  benefits 

at  end  of  year 

- 

$ 2,984,549 

$ 2,579,379 

See  accompanying  notes  and  schedules. 
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Financial  Statements 


Statement  of  Changes  in  Accrued 
Pension  Benefits 

For  the  year  ended  December  31,  1996 
($  thousands) 


Year  ended  December  31,  1996 

Two  years 
ended 

December  31 
1995 

Pre-1992  Post-1991  Total 

Total 

Increase  in  accrued 
pension  benefits 

Interest  accrued  on  benefits 
Benefits  earned 

$ 1 62,000 

$ 42,000 
117,300 

$ 204,000 

117,300 

$ 483,000 

260,900 

Increase  in  accrued 
pension  benefits 

162,000 

159,300 

321,300 

743,900 

Decrease  in  accrued 
pension  benefits 

Benefits  paid 

Experience  gains 

Changes  in  actuarial 
assumptions 

135,300 

22,300 

157,600 

308,000 

280,100 

(7,700) 

Decrease  in  accrued 
pension  benefits 

135,300 

22,300 

157,600 

580,400 

Net  increase  in  accrued 
pension  benefits 

26,700 

137,000 

163,700 

163,500 

Accrued  pension  benefits, 
beginning  of  period 

2,220,000 

511,500 

2,731,500 

2,568,000 

Accrued  pension  benefits, 
end  of  period  (Note  7) 

^ 

$ 2,246,700 

$ 648,500 

$ 2,895,200 

$ 2,731,500 

See  accompanying  notes  and  schedules. 
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► Financial  Statements 


Statement  of  Changes  in  Deficiency 

For  the  year  ended  December  31,  1996 
($  thousands) 


Year  ended  December  31,  1996 

Two  years 
ended 

December  31 
1995 

Pre-1992  Post-1991  Total 

Total 

Deficiency  (surplus), 
beginning  of  period 

$ 340,025 

$ (108,904) 

$231,121 

$521,015 

Net  increase  in  net  assets 
available  for  benefits 

(196,225) 

(208,945) 

(405,170) 

(352,378) 

Net  increase  (decrease)  in 
actuarial  asset  value  adjustments 

81,500 

23,700 

105,200 

(101,016) 

Net  increase  in  accrued 
pension  benefits 

26,700 

137,000 

163,700 

163,500 

Deficiency  (surplus), 
end  of  period 



$ 252,000 

$ (157,149) 

$ 94,851 

$231,121 

See  accompanying  notes  and  schedules. 
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► Notes  to  the  Financial  Statements 


December  31,  1996 

Note  1 

Summary  Description  of  the  Plan 

The  following  description  of  the  Public  Service  Pension  Plan  is  a summary  only.  For  a complete 
description  of  the  Plan,  reference  should  be  made  to  the  Public  Sector  Pension  Plans  Act,  Chapter  P-30.7, 
Statutes  of  Alberta  1993  and  Alberta  Regulation  368/93. 

(a)  General 

The  Public  Service  Pension  Plan  is  a contributory  defined  benefit  pension  plan  for  eligible 
employees  of  the  Province  of  Alberta,  approved  provincial  agencies  and  public  bodies,  including 
universities  and  local  boards  of  health  units  established  under  the  Public  Health  Act  and  the  Special 
Areas  Board. 

(b)  Funding 

Current  service  costs  are  funded  equally  by  employers  and  employees  at  rates  which  are  expected 
to  provide  for  all  benefits  payable  under  the  Plan.  The  rates  in  effect  are  4-675  percent  of 
pensionable  salary  up  to  the  Canada  Pension  Plan’s  Year’s  Maximum  Pensionable  Earnings  (YMPE) 
and  6.55  percent  for  the  excess.  The  rates  are  to  be  reviewed  at  least  once  every  three  years  by  the 
Board  based  on  recommendations  of  the  Plan’s  actuary. 

The  unfunded  liability  for  service  prior  to  December  31,  1991  as  determined  by  actuarial  valuation 
is  being  financed  by  additional  contributions  in  the  ratio  of  62.5  percent  by  the  Province  of  Alberta 
and  18.75  percent  each  by  employers  and  employees.  The  rates  are  set  on  the  basis  that  the 
additional  contributions  will  eliminate  the  unfunded  liability  on  or  before  December  31,  2036. 

The  rates  in  effect,  based  on  pensionable  salary,  are  1 .0  percent  for  the  Province  of  Alberta  and 
0.30  percent  each  for  employers  and  employees. 

(c)  Retirement  Benefits 

The  Plan  provides  for  a pension  of  1 .4  percent  of  the  highest  five  consecutive  years’  average  salary 
up  to  the  YMPE  and  2.0  percent  of  the  excess  for  each  year  of  pensionable  service.  The  maximum 
pensionable  service  allowable  under  the  Plan  is  35  years.  Pensions  are  payable  to  members  who  retire 
with  at  least  five  years  of  service  and  either  have  attained  age  65  or  have  attained  age  55  and  the 
sum  of  their  age  and  years  of  service  equals  85.  Reduced  pensions  are  payable  to  members  age  55 
retiring  early  with  a minimum  of  five  years  of  service. 

(d)  Disability  Benefits 

Pensions  are  payable  to  members  who  become  totally  disabled  and  retire  early  with  at  least  five  years 
of  service.  Reduced  pensions  are  payable  to  members  who  become  partially  disabled  and  retire  early 
with  at  least  five  years  of  service. 
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Notes  to  the  Financial  Statements 


Note  1 

Summary  Description  of  the  Plan  (continued) 


(e)  Death  Benefits 

Death  benefits  are  payable  on  the  death  of  a member.  If  the  member  has  at  least  five  years  of  service, 
a surviving  spouse  may  choose  to  receive  a survivor  pension.  For  a beneficiary  other  than  a spouse  or 
where  service  is  less  than  five  years,  a lump  sum  payment  must  be  chosen. 

(f)  Termination  Benefits 

Members  who  terminate  with  at  least  five  years  of  service  and  are  not  immediately  entitled  to  a 
pension  may  receive  a refund  of  their  contributions  and  interest  on  service  prior  to  1992  and 
commuted  value  for  service  after  1991,  subject  to  lock-in  provisions.  Alternatively,  they  may  elect  to 
receive  a deferred  pension.  Members  who  terminate  with  less  than  five  years  of  service  receive  a 
refund  of  their  contributions  and  interest. 

(g)  Prior  Service  and  Transfers 

All  prior  service  purchases  are  to  be  made  on  a basis  that  is  cost-neutral  to  the  Plan. 

All  reciprocal  agreements  were  renegotiated  to  provide  that  transferred- in  service  be  on  an  actuarial 
reserve  basis  and  transfers-out  receive  the  greater  of  the  termination  benefits  or  commuted  value  for 
all  service. 

(h)  Cost-of'Living  Adjustments 

Pensions  payable  are  increased  each  year  by  an  amount  equal  to  at  least  60  percent  of  the  increase  in 
the  Alberta  Consumer  Price  Index. 

(i)  Income  Taxes 

The  Plan  is  a registered  pension  plan  as  defined  in  the  Income  Tax  Act  and  is  not  subject  to  income 
taxes.  The  Plan’s  registration  number  is  0208769. 
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Note  2 

Summary  of  Significant  Accounting  Policies 
and  Reporting  Practices 


(a)  Basis  of  Presentation 

These  financial  statements  are  prepared  on  the  going  concern  basis  in  accordance  with  generally 
accepted  accounting  principles.  The  statements  provide  information  about  the  net  assets  available  in 
the  Plan  to  meet  future  benefit  payments  and  are  prepared  to  assist  Plan  members  and  others  in 
reviewing  the  activities  of  the  Plan  for  the  year.  They  do  not  reflect  the  funding  requirements  of  the 
Plan  or  the  benefit  security  of  individual  participants. 

The  majority  of  Plan  investments  are  held  in  pooled  investment  funds  established  and  administered 
by  the  Provincial  Treasurer.  Pooled  investment  funds  have  a market-based  unit  value  that  is  used  to 
allocate  income  to  participants  and  to  value  purchases  and  sales  of  pool  units. 

The  Plan’s  respective  percentage  ownership  in  pooled  investment  funds  at  December  3 1 
was  as  follows: 


% Ownership 
1996  1995 


Canadian  Dollar  Public  Debt  Pool 

17.3 

18.5 

Canadian  Pooled  Equity  Fund 

11.8 

- 

Domestic  Passive  Equity  Pooled  Fund 

100.0 

- 

Domestic  Structured  Equity  Pooled  Fund 

100.0 

- 

External  Managers  Fund 

21.5 

16.2 

Global  Structured  Equity  Pooled  Fund 

28.3 

23.2 

Private  Debt  Pool 

20.3 

19.2 

Private  Mortgage  Pool 

19.2 

17.1 

Private  Real  Estate  Pool 

19.1 

19.1 

United  States  Pooled  Equities  Fund 

22.8 

22.8 

► 
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Notes  to  the  Financial  Statements 


Note  2 

Summary  of  Significant  Accounting  Policies 
and  Reporting  Practices  (continued) 

(b)  Valuation  of  Assets  and  Liabilities 

Investments  are  stated  at  fair  value.  The  methods  used  to  determine  the  fair  value  of  investments 
held  either  by  the  Plan  or  by  pooled  investment  funds  are  explained  in  the  following  paragraphs. 

Short-term  securities,  public  fixed  income  securities  and  equities  are  valued  at  the  year-end  closing 
sale  price  or  the  average  of  the  latest  bid  and  ask  prices  quoted  by  an  independent  securities 
valuation  company. 

Private  fixed  income  securities  and  mortgages  are  valued  based  on  the  net  present  value  of  future 
cash  flows.  These  cash  flows  are  discounted  using  Government  of  Canada  bond  rates  adjusted  for  a 
risk  premium  estimated  by  management. 

Real  estate  investments  are  reported  at  their  most  recent  appraised  value,  net  of  any  liabilities 
against  the  real  property.  Real  estate  properties  are  appraised  at  least  every  three  years  by  qualified 
external  real  estate  appraisers. 

The  fair  values  of  deposits,  receivables,  accrued  investment  income  and  payables  are  estimated  to 
approximate  their  book  values. 

(c)  Actuarial  Value  of  Net  Assets  Available  for  Benefits 

To  moderate  the  effects  of  market  volatility  on  investment  value,  annual  net  unrealized  gains  and 
losses  are  amortized  equally  over  three  years. 

(d)  Income  Recognition 

Dividends  are  accrued  on  the  ex-dividend  date.  Income  from  other  investments  is  accrued  as 
earned.  Gains  or  losses  on  investments  are  recognized  concurrently  with  changes  in  fair  value. 

(e)  Foreign  Exchange 

Foreign  currency  transactions  are  translated  into  Canadian  dollars  using  average  rates  of 
exchange,  except  for  hedged  foreign  currency  transactions  which  are  translated  at  rates  of 
exchange  established  by  the  terms  of  the  forward  exchange  contracts.  At  the  year-end,  the  fair 
value  of  investments  and  any  other  assets  and  liabilities  denominated  in  a foreign  currency  are 
translated  at  the  year-end  exchange  rate.  Exchange  differences  are  included  in  the  determination 
of  investment  income. 

(f)  Derivative  Financial  Instruments 

Income  and  expense  on  index  swaps  and  interest  rate  swaps  are  accrued  as  earned  and  included  in 
investment  income.  Gains  and  losses  on  forward  foreign  exchange  contracts  are  recognized 
concurrently  with  changes  in  fair  value. 
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Note  3 

Investments  (Schedules  A to  C) 

Investments  are  summarized  as  follows: 


Deposit  in  the  Consolidated 
Cash  Investment  Trust  Fund  (a) 

Fixed  Income  Securities 

Short-term  Securities 

Canadian  Dollar  Public  Debt  Pool  (Schedule  A) 
Private  Debt  Pool  (b) 

Private  Mortgage  Pool  (c) 

Real  Rate  of  Return  Bonds  (d) 

Total  deposits  and  fixed  income  securities 

Canadian  Equities 

Canadian  Pooled  Equity  Fund  (Schedule  B) 
Domestic  Passive  Equity  Pooled  Fund  (Schedule  B) 
Domestic  Structured  Equity  Pooled  Fund  (e) 
External  Managers  Fund  (Small  Cap)  (Schedule  C) 
Public,  Direct 
Structured  Note  (f) 


Foreign  Equities 

External  Managers  Fund  (Global)  (Schedule  C) 
Global  Structured  Equity  Pooled  Fund  (g) 
United  States  Pooled  Equity  Fund  (h) 

External  Managers  Fund  (United  States) 
(Schedule  C) 


Private  Real  Estate  Pool  (i) 

Total  equities 

Balanced  Funds 

External  Managers  Fund  (Balanced)  (Schedule  C) 

Total  Investments 

► 


1996 

1995 

($  thousands) 

% 

($  thousands) 

% 

$ 96,242 

3.3 

$ 113,252 

4.4 

15,672 

0.5 

10,967 

0.4 

974,017 

32.8 

982,793 

38.2 

33,554 

1.1 

23,745 

0.9 

90,467 

3.0 

64,535 

2.5 

50,715 

1.7 

45,792 

1.8 

1,260,667 

42.4 

1,241,084 

48.2 

389,578 

13.1 

389,460 

13.1 

- 

- 

52,113 

1.7 

- 

- 

67,445 

2.3 

- 

- 

2,196 

0.1 

615,866 

23.9 

62,790 

2.1 

51,380 

2.0 

963,582 

32.4 

667,246 

25.9 

310,712 

10.4 

292,971 

11.4 

150,946 

5.1 

90,570 

3.5 

162,641 

5.5 

144,126 

5.6 

64,865 

2.2 

54,023 

2.1 

689,164 

23.2 

581,690 

22.6 

60,022 

2.0 

56,328 

2.2 

1,712,768 

57.6 

1,305,264 

50.7 

29,364 

1.1 

$ 2,973,435 

100.0 

$ 2,575,712 

100.0 
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Notes  to  the  Financial  Statements 


Note  3 

Investments  (Schedules  A to  C)  (continued) 

(a)  The  Consolidated  Cash  Investment  Trust  Fund  is  being  managed  with  the  objective  of  providing 
competitive  interest  income  to  depositors  while  maintaining  maximum  security  and  liquidity  of 
depositors’  capital.  The  portfolio  is  comprised  of  high  quality  short-term  and  mid-term  fixed  income 
securities  with  a maximum  term  to  maturity  of  five  years. 

(b)  The  Private  Debt  Pool  is  being  managed  with  the  objective  of  providing  investment  returns  higher 
than  attainable  from  the  publicly  traded  bond  market  over  a five-  to  10-year  period.  The  portfolio  is 
comprised  of  high  quality  Canadian  private  placement  fixed  income  securities.  Risk  is  reduced  by 
limiting  investments  to  instruments  with  a credit  rating  of  A or  higher.  As  at  December  31,  1996, 
securities  held  by  the  Pool  have  an  average  effective  yield  of  7.06%  per  annum  based  on  market 
(1995:  8.02%  per  annum).  Approximately  96%  of  the  securities  held  will  mature  between  one  and 
10  years  (1995:  90%). 

(c)  The  Private  Mortgage  Pool  is  being  managed  with  the  objective  of  providing  investment  returns 
higher  than  attainable  from  the  publicly  traded  bond  market  over  a five-  to  10-year  period. 

The  portfolio  is  comprised  primarily  of  high  quality  commercial  mortgage  loans.  Risk  is  reduced  by 
limiting  investments  to  NHA  insured  loans  and  first  mortgage  loans  that  provide  diversification  by 
geographic  location  and  by  property  usage.  The  Pool  does  not  invest  in  mortgages  on  single  family 
houses,  hotels,  motels,  trailer  parks  or  recreational  properties.  As  at  December  31,  1996,  mortgages 
held  by  the  Pool  have  an  average  effective  yield  of  8.58%  per  annum  based  on  market 
(1995:  9.41%).  Approximately  84%  of  the  mortgages  held  will  mature  between  one  and  10  years 
(1995:92%). 

(d)  Bonds  are  issued  or  guaranteed  by  the  Government  of  Canada,  bear  interest  at  a fixed  rate  adjusted 
for  inflation  and  have  terms  to  maturity  of  over  20  years. 

(e)  The  Domestic  Structured  Equity  Pooled  Fund  is  being  managed  with  the  objective  of  providing 
investment  returns  comparable  to  the  total  return  of  the  Toronto  Stock  Exchange  indices.  The  Pool 
provides  exposure  to  the  Canadian  equity  markets  through  the  use  of  structured  investments  such  as 
index  swaps  and  interest  rate  swaps. 

(f)  The  structured  note  ranks  equally  with  all  deposit  liabilities  of  a chartered  bank,  matures  in 
December  1998  and  attracts  yields  equalling  100%  of  the  upside  of  the  TSE  100  Total  Return  Index. 

(g)  The  Global  Structured  Equity  Pooled  Fund  is  being  managed  with  the  objective  of  providing 
investment  returns  comparable  to  the  total  return  of  the  Morgan  Stanley  World  Index.  The  Pool 
provides  exposure  to  global  markets  through  the  use  of  structured  investments  such  as  foreign  equity 
index  swaps  and  interest  rate  swaps.  All  payments  and  receipts  relating  to  swaps  are  in  Canadian 
dollars.  Participation  in  the  fund  qualifies  as  a Canadian  investment  under  the  Income  Tax  Act. 
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Note  3 

Investments  (Schedules  A to  C)  (continued) 


(h)  The  United  States  Pooled  Equity  Fund  is  being  managed  with  the  objective  of  attaining  investment 
returns  comparable  to  Standard  & Poor’s  500  Total  Return  Index  over  a four-year  period. 

The  portfolio  is  comprised  of  common  stocks  of  corporations  with  high  growth  potential  in  the 
United  States.  Technology,  consumer  products,  energy  and  financial  services  are  the  sectors 
emphasized  by  the  fund. 

(i)  The  Private  Real  Estate  Pool  is  being  managed  with  the  objective  of  providing  investment  returns 
comparable  to  returns  attainable  from  publicly  traded  bond  and  equity  markets  over  a five-  to  10- 
year  period.  Real  estate  is  held  through  intermediate  companies  which  have  issued  to  the  Pool 
common  shares  and  participating  debentures  secured  by  a charge  on  real  estate.  Risk  is  reduced  by 
investing  in  properties  that  provide  diversification  by  geographic  location,  by  property  type  and  by 
tenancy.  As  real  estate  returns  are  positively  correlated  to  inflation  and  negatively  correlated  to 
returns  from  fixed  income  securities  and  equities,  the  Pool  provides  diversification  from  the  securities 
market  with  opportunities  for  high  returns. 

Note  4 

Risk  Management 

Actuarial  liabilities  of  the  Plan  are  primarily  affected  by  the  long-term  real  rate  of  return  on  investments. 
Fair  values  of  investments  are  exposed  to  credit  risk  and  price  risk.  Credit  risk  relates  to  the  possibility 
that  a loss  may  occur  from  the  failure  of  another  party  to  perform  according  to  the  terms  of  a contract. 
Price  risk  is  comprised  of  currency  risk,  interest  rate  risk  and  market  risk.  Currency  risk  relates  to  the 
possibility  that  the  investments  will  change  in  value  due  to  future  fluctuations  in  foreign  exchange  rates. 
Interest  rate  risk  relates  to  the  possibility  that  the  investments  will  change  in  value  due  to  future 
fluctuations  in  market  interest  rates.  Market  risk  relates  to  the  possibility  that  the  investments  will 
change  in  value  due  to  future  fluctuations  in  market  prices. 

In  order  to  earn  the  best  possible  return  at  an  acceptable  level  of  risk,  the  Board  has  established  a policy 
asset  mix  of  40%  to  50%  fixed  income  instruments  and  50%  to  60%  equities.  Risk  is  reduced  through 
asset  class  diversification,  diversification  within  each  asset  class,  quality  constraints  on  fixed  income 
instruments  and  restrictions  on  amounts  exposed  to  countries  designated  as  emerging  markets. 

Borrowing  or  leveraging  is  not  allowed  with  the  exception  of  pre-existing  mortgages  on  real  estate 
properties.  Controls  are  in  place  respecting  the  use  of  derivatives.  Forward  foreign  exchange  contracts  are 
used  to  manage  currency  exposure  in  connection  with  securities  purchased  in  foreign  currency. 

Foreign  exchange  contracts  are  contractual  agreements  to  exchange  specified  currencies  at  an  agreed 
upon  exchange  rate  and  on  an  agreed  settlement  date  in  the  future.  As  at  December  31,  1996,  the  Plan’s 
proportionate  share  of  outstanding  forward  foreign  exchange  contracts  issued  by  the  External  Managers 
Fund  amounted  to  $68,013,000  (1995:  $56,286,000). 
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Notes  to  the  financial  Statements 


Note  5 

Index  Swaps  and  Interest  Rate  Swaps 

Pooled  funds  use  index  and  interest  rate  swaps  to  enhance  return.  A swap  is  a contractual  agreement 
between  two  parties  to  exchange  a series  of  cash  flows  based  on  a notional  amount  and  does  not  involve 
the  exchange  of  the  underlying  principal. 

An  index  swap  involves  the  exchange  of  a floating  interest  rate  cash  flow  for  one  based  on  the 
performance  of  a market  index.  For  interest  rate  swaps,  parties  generally  exchange  fixed  and  floating  rate 
interest  cash  flows  based  on  a notional  value.  All  swaps  are  supported  by  underlying  securities. 

The  following  is  a summary  of  the  Plan’s  proportionate  share  of  the  contractual  notional  of  index  and 
interest  rate  swaps  held  or  issued  by  pooled  funds  at  December  31,  1996. 


1996  1995 

($  thousands) 

Index  Swaps 

Bonds  (Canadian  Dollar  Public  Debt  Pool) 

$ 115,932 

$ 69,376 

Foreign  equities  (Global  Structured  Equity  Pooled  Fund) 

145,780 

79,209 

Canadian  equities  (Domestic  Structured  Equity  Pooled  Fund) 

103,568 

- 

Canadian  equities  (Domestic  Passive  Equity  Pooled  Fund) 

29,474 

- 

Interest  Rate  Swaps 

Fixed  to  floating  rates  (Canadian  Dollar  Public  Debt  Pool) 

27,286 

- 

Fixed  to  floating  rates  (Global  Structured  Equity  Pooled  Fund) 

78,312 

44,434 

Fixed  to  floating  rates  (Domestic  Structured  Equity  Pooled  Fund) 

10,000 

- 

Fixed  to  floating  rates  (Domestic  Passive  Equity  Pooled  Fund) 

1 7,600 

- 

$ 527,952 

$ 193,019 

^ 

Contractual  notional  is  the  amount  to  which  a rate  or  price  is  applied  in  order  to  calculate  the  exchange 
of  cash  flows. 


Fair  values  of  swaps  have  been  included  in  the  determination  of  the  fair  values  of  the  respective  pooled 
investment  funds.  Credit  exposure  relating  to  swaps  is  minimal  as  management  deals  only  with  the  most 
credit  worthy  counterparties. 
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Note  6 

Accounts  Receivable 


1996  1995 

($  thousands) 

Accrued  investment  income 

$ 1,941 

$ 3,052 

Contributions  Receivable 

Employers 

4,488 

1,211 

Employees 

4,468 

1,139 

Province  of  Alberta 

1,015 

1,145 



$ 11,912 

$ 6,547 

Note  7 

Accrued  Pension  Benefits 

An  actuarial  valuation  of  the  Plan  was  carried  out  as  at  December  31,  1995  by  William  M.  Mercer 
Limited  and  was  then  extrapolated  to  December  31,  1996.  The  December  31,  1995  valuation 
resulted  in  an  actuarial  deficiency  of  $231  million  as  disclosed  in  the  Statement  of  Net  Assets 
Available  for  Benefits  and  Accrued  Pension  Benefits. 

The  valuation  as  at  December  31,  1995  was  determined  using  the  projected  benefit  method,  based 
on  service.  The  assumptions  used  in  the  valuation  were  developed  as  the  best  estimate  of  expected 
short-term  and  long-term  market  conditions  and  other  future  events.  This  estimate  was,  after 
consultation  with  the  Plan’s  actuary,  adopted  by  the  Public  Service  Pension  Board. 
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Notes  to  the  financial  Statements 


Note  7 

Accrued  Pension  Benefits  (continued) 

The  major  assumptions  used  were: 


December  31 


1996  1995 

Extrapolation  Valuation 

% % 


Investment  return  7.5  7.5 


Inflation  rate 
Until  1999 
Thereafter 

Salary  escalation  rate 
Until  1999 
Thereafter 

Pension  cost-of-living  increase  as  a percent 

of  Alberta  Consumer  Price  Index  60  60 

► 

In  accordance  with  the  requirements  of  the  Public  Sector  Pension  Plans  Act,  a separate  accounting  is 
required  of  the  pension  liability  with  respect  to  service  that  was  recognized  as  pensionable  as  at 
December  31,  1991.  This  information  is  provided  in  the  Statement  of  Changes  in  Accrued  Pension 
Benefits  which  shows  the  principal  components  of  the  changes  in  the  actuarial  value  of  accrued  pension 
benefits  between  the  last  two  actuarial  valuations  and  as  extrapolated  to  December  31,  1996. 


2.25  - 3.75 
4 


2.25  - 3.75 
4 


.75  - 3.25 
3.5 


1.75  - 3.25 
3.5 
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Note  7 

Accrued  Pension  Benefits  (continued) 


The  following  table  summarizes  the  actuarial  value  of  net  assets,  accrued  benefits  and  the  resulting 
actuarial  deficiency  (surplus)  at  December  31,  1996. 


Pre-1992  Post-1991  Total 

(S  thousands) 


Net  assets  available  for  benefits 


$ 2,132,000 


S 852,549  $ 2,984,549 


Actuarial  asset  value  adjustment 


(137,300) 


(46,900)  (184,200) 


Actuarial  value  of  net  assets 


1,994,700 


805,649  2,800,349 


Accrued  pension  benefits 


2,246,700 


648,500  2,895,200 


Actuarial  deficiency  (surplus) 


S 252,000 


$(157,149)  $ 94,851 


The  actuarial  surplus  related  to  pensionable  service  performed  after  1991  of  $157,149,000  is  being  held 


as  a reserve  to  cover  fluctuations  in  the  Plan’s  current  service  costs. 

The  Plan’s  future  experience  will  inevitably  differ,  perhaps  significantly,  from  these  assumptions.  Any 
differences  between  the  actuarial  assumptions  and  future  experience  will  emerge  as  gains  or  losses  in 
future  valuations  and  will  affect  the  financial  position  of  the  Plan. 

As  at  December  31,  1995,  holding  the  investment  return  and  salary  escalation  assumptions  constant,  a 
1%  change  in  the  assumed  long-term  inflation  rate  would  result  in  a change  in  accrued  pension  benefits 
of  approximately  $159.6  million. 

As  at  December  31,  1995,  holding  the  inflation  and  investment  return  assumptions  constant,  a 1% 
change  in  the  assumed  salary  escalation  would  result  in  a change  in  accrued  pension  benefits  of 
approximately  $99.7  million. 

As  at  December  31,  1995,  holding  the  inflation  and  salary  escalation  assumptions  constant,  a 1%  change 
in  the  assumed  real  long-term  investment  return  would  result  in  a change  in  accrued  pension  benefits  of 
approximately  $311.2  million. 
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Notes  to  the  financial  Statements 


Note  8 

Investment  Income 


1996 

1995 

Change  in 

Income  Fair  Value  Total 

Total 

($  thousands) 

Deposits  and  Fixed  Income  Securities: 

Deposit  in  the  Consolidated  Cash 

Investment  Trust  Fund 

$ 3,840 

$ 

$ 3,840 

$ 3,586 

Short-term  Securities 

380 

806 

1,186 

5,554 

Canadian  Dollar  Public  Debt  Pool 

74,012 

43,212 

1 1 7,224 

187,577 

Private  Debt  Pool 

2,586 

1,170 

3,756 

3,394 

Private  Mortgage  Pool 

6,898 

2,995 

9,893 

11,416 

Real  Rate  of  Return  Bonds 

3,097 

2,688 

5,785 

6,309 

90,81  3 

50,871 

141,684 

217,836 

Equities: 

Canadian  Pooled  Equity  Fund 

1,987 

27,045 

29,032 

- 

Domestic  Passive  Equity  Pooled  Fund 

1,430 

26,955 

28,385 

- 

Domestic  Structured  Equity  Pooled  Fund 

1,564 

550 

2,114 

- 

External  Managers  Fund  (Small  Cap) 

967 

4,525 

5,492 

- 

Canadian  Public  Equities 

13,782 

129,100 

142,882 

72,218 

Private  Equity  Pool 

- 

- 

- 

2,161 

External  Managers  Fund  (Global) 

5,119 

24,623 

29,742 

22,486 

Global  Structured  Equity  Pooled  Fund 

15,058 

318 

15,376 

4,145 

United  States  Pooled  Equity  Fund 

1,804 

16,711 

18,515 

37,025 

External  Managers  Fund  (United  States) 

1,051 

9,791 

10,842 

15,793 

Private  Real  Estate  Pool 

2,521 

1,490 

4,011 

2,874 

45,283 

241,108 

286,391 

156,702 

Balanced  Funds: 

External  Managers  Fund  (Balanced  Funds) 

- 

- 

- 

3,985 



$136,096 

$ 291,979 

$ 428,075 

$ 378,523 

Investment  income  is  comprised  of  dividends,  interest,  rental  income  and  other  non-capital  returns 
from  assets. 
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Note  9 

Administration  Expenses 


1996  1995 

(S  thousands) 


General  administration  costs 

$ 2,1 70 

$ 2,342 

Board  costs 

25 

39 

Investment  management  costs 

405 

403 

Actuarial  fees 

46 

42 

Other  professional  fees 

18 

107 

$ 2,664 

$ 2,933 

► 

General  administration  costs  and  Board  costs  were  charged  on  a cost-recovery  basis  directly  by  Alberta 
Treasury  until  October  31,  1995  and  by  Alberta  Pensions  Administration  Corporation  subsequently. 


Investment  management  costs  are  those  charged  on  a cost-recovery  basis  directly  by  Alberta  Treasury 
and  do  not  include  custodial  and  external  management  fees  which  have  been  deducted  in  arriving  at 
investment  income. 

In  1996,  total  administration  expenses  of  $2,664,000  amounted  to  $45  per  member  (1995:  $49  per 
member).  Advances  for  capital  purposes  amounted  to  $4  per  member. 


Note  10 

Budget  Information 


The  accrued  pension  benefits  are  based  on  the  Public  Service  Pension  Board’s  best  estimates  of  future 
events  after  consultation  with  the  Plan’s  actuary.  Differences  between  actual  results  and  management’s 
expectations  are  disclosed  as  experience  gains  in  the  Statement  of  Changes  in  Accrued  Pension  Benefits. 
Accordingly,  a budget  is  not  included  in  these  financial  statements. 

Note  11 

Comparative  Figures 

In  1996,  investments  reflect  deposits,  securities  and  units  of  pooled  investment  funds  held  by  the  Plan. 
Previously,  the  accounts  of  the  Plan  were  aggregated  on  a line-by-line  basis  with  the  Plan’s  proportionate 
share  of  the  assets,  liabilities  and  net  income  of  pooled  investment  funds.  This  change  in  presentation 
has  no  impact  on  the  value  of  the  Plan’s  net  assets  available  for  benefits  or  net  investment  income. 

Comparative  figures  have  been  restated  to  be  consistent  with  the  1996  presentation. 

Note  12 

Responsibility  for  Financial  Statements 

These  financial  statements  were  approved  by  the  Public  Service  Pension  Board. 
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Notes  to  the  financial  Statements 


Schedule  A: 

Schedule  of  Investments  in 
Canadian  Dollar  Public  Debt  Pool 

December  31,  1996 
($  thousands) 


1996  1995 


Plan's 

Total 

Plan's 

Total 

Share 

Pool 

Share 

Pool 

Deposit  in  the  Consolidated 

Cash  Investment  Trust  Fund 

$ 4,501 

$ 25,982 

$ 13,792 

$ 74,640 

Fixed  income  securities 

Government  of  Canada, 

direct  and  guaranteed 

515,157 

2,974,004 

580,950 

3,144,039 

Provincial: 

Alberta,  direct  and  guaranteed 

48,835 

281,926 

55,625 

301,034 

Other,  direct  and  guaranteed 

1 69,499 

978,521 

161,788 

875,578 

Municipal 

12,939 

74,698 

1 6,922 

91,582 

Foreign 

- 

- 

1,627 

8,803 

Corporate 

213,470 

1,232,365 

144,028 

779,465 

Total  deposit  and  fixed  income  securities 

964,401 

5,567,496 

974,732 

5,275,141 

Receivable  from  sale  of  investments 

and  accrued  investment  income 

12,773 

73,740 

1 7,506 

94,742 

Liabilities  for  investment  purchases 

(3,157) 

(18,225) 

(9,445) 

(51,118) 

9,616 

55,515 

8,061 

43,624 

^ : 

$ 974,017 

$ 5,623,011 

$ 982,793 

$ 5,318,765 

32 


Schedule  A: 

Schedule  of  Investments  in 

Canadian  Dollar  Public  Debt  Pool  (continued) 


(a)  The  Canadian  Dollar  Public  Debt  Pool  is  being  managed  with  the  objective  of  providing  above- 
average  returns  over  a four-year  period  while  maintaining  maximum  security  and  liquidity  of 
participants’  capital.  The  portfolio  is  comprised  of  high  quality  Canadian  fixed  income  instruments 
and  debt-related  derivatives.  The  excess  return  is  expected  to  be  achieved  through  management  of 
the  portfolio  duration  and  sector  rotation. 

(b)  Securities  held  by  the  Pool  have  an  average  effective  yield  of  5.48%  per  annum  based  on  market 
(1995:  6.88%  per  annum)  and  the  following  term  structure  as  at  December  31,  1996  based  on  par: 


1996 

1995 

% 

under  1 year 

7 

3 

1 to  5 years 

39 

29 

5 to  10  years 

23 

37 

1 0 to  20  years 

18 

24 

over  20  years 

13 

7 



100 

100 
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Notes  to  the  financial  Statements 


Schedule  B 

Schedule  of  Investments  in  Canadian  Pooled  Equity  Fund 
and  Domestic  Passive  Equity  Pooled  Fund 


December  31,  1996 

Canadian  Pooled 

Domestic  Passive 

($  thousands) 

Equity  Fund 

Equity  Pooled  Fund 

Plan's 

Total 

Plan's 

Total 

Share 

Pool 

Share 

Pool 

Deposit  in  the  Consolidated 

Cash  Investment  Trust  Fund 

$ 3,544 

$ 29,945 

$ 112,058 

$ 112,058 

Short-term  securities 

- 

- 

18,878 

18,878 

3,544 

29,945 

130,936 

130,936 

Canadian  Public  Equities  (b) 

Common  shares  and  rights: 

Communications  and  media 

13,237 

111,841 

9,094 

9,094 

Conglomerates 

18,073 

152,700 

9,023 

9,023 

Consumer  products 

23,345 

197,241 

15,530 

15,530 

Financial  services 

74,536 

629,754 

41,155 

41,155 

Gold  and  precious  metals 

27,821 

235,060 

28,814 

28,814 

Industrial  products 

58,889 

497,557 

44,393 

44,393 

Merchandising 

12,687 

107,193 

9,871 

9,871 

Metals  and  minerals 

26,686 

225,470 

18,845 

18,845 

Oil  and  gas 

49,739 

420,248 

37,793 

37,793 

Paper  and  forest  products 

12,288 

103,825 

9,355 

9,355 

Passive 

1 3,992 

118,217 

- 

- 

Pipelines 

10,576 

89,358 

5,833 

5,833 

Real  estate  and  construction 

- 

- 

2,986 

2,986 

Transportation  and 

environmental  services 

9,022 

76,225 

6,804 

6,804 

Utilities 

33,581 

283,724 

20,395 

20,395 

Other 

510 

4,307 

- 

- 

384,982 

3,252,720 

259,891 

259,891 

Receivable  from  sale  of  investments 

and  accrued  investment  income 

1,524 

12,873 

2,315 

2,315 

Liabilities  for  investment  purchases 

(472) 

(3,986) 

(3,682) 

(3,682) 

1,052 

8,887 

(1,367) 

(1/367) 

$ 389,578 

$ 3,291,552 

$ 389,460 

$ 389,460 

(a)  The  Canadian  Pooled  Equity  Fund  is  being  managed  with  the  objective  of  providing  above-average 
returns  while  maintaining  maximum  preservation  of  participants’  capital.  The  portfolio  is  comprised 
of  publicly  traded  equities  in  Canadian  corporations.  Risk  is  reduced  by  prudent  security  selection  and 
sector  rotation.  The  Domestic  Passive  Equity  Pooled  Fund  is  being  managed  on  a passive  approach. 
The  portfolio  has  characteristics  similar  to  the  Toronto  Stock  Exchange  300  Composite  Index. 

(b)  The  industrial  classifications  are  those  used  by  the  Toronto  Stock  Exchange. 
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Schedule  C 

Schedule  of  Investments  in  External  Managers  Fund 

December  31,  1996 
($  thousands) 


1996 

1995 

Plan's 

Total 

Plan's 

Total 

Share 

Pool 

Share 

Pool 

Foreign  Public  Equity  Pools 

Multi  Region 

Pacific  Basin 

Europe,  Australia  and  Far  East 

Europe 

$ 124,055 
106,373 
50,229 
30,055 

$ 565,505 

486,806 
229,724 
175,093 

$ 142,564 
105,114 
45,293 

$ 873,027 

658,142 
283,906 

310,712 

1,457,128 

292,971 

1,815,075 

United  States 

64,865 

293,417 

54,023 

341,537 

Canadian  Small  Cap  Pools 

Canadian  Balanced  Fund  Pools 

67,445 

307,056 

29,364 

163,990 

67,445 

307,056 

29,364 

163,990 

^ 

$ 443,022 

$ 2,057,601 

$ 376,358 

S 2,320,602 

(a)  The  fund  is  being  managed  by  external  managers  with  expertise  in  global  equity  markets  and 
Canadian  Small  Cap  stocks.  The  objective  of  the  fund  is  to  provide  investment  returns  higher 
than  the  total  return  of  the  applicable  Morgan  Stanley,  Standard  & Poor  and  Toronto  Stock 
Exchange  indices  over  a four-year  period.  The  portfolio  is  comprised  of  publicly  traded  equity 
securities  on  Canadian  and  approved  foreign  markets.  Risk  is  reduced  through  manager,  style  and 
market  diversification. 
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Notes  to  the  financial  Statements 


Schedule  C 

Schedule  of  Investments  in  External  Managers  Fund  (continued) 

December  31,  1996 
($  thousands) 

(b)  The  following  is  a summary  of  assets  and  liabilities  of  the  External  Managers  Fund  as  at 
December  31,  1996: 


1996  1995 

($  thousands) 


Cash  and  short-term  securities 

$ 227,358 

$ 120,128 

Receivables  from  sale  of  investments 
and  accrued  investment  income 

13,658 

17,708 

Investments 

Public  equities 

Convertible  bonds 

Fixed  income  securities 

1,833,688 

9,552 

2,118,631 

19,874 

64,703 

Liability  for  investment  purchases 

(26,655) 

(20,442) 

... 

S 2,057,601 

$ 2,320,602 
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Employer  Listing 


As  at  December  31,  1996 


Agriculture  Financial  Services  Corporation 

Alberta  Cancer  Board 

Alberta  East  Central  Health  Unit 

Alberta  Gaming  and  Liquor  Commission 

Alberta  Opportunity  Company 

Alberta  Petroleum  Marketing  Commission 

Alberta  Securities  Commission 

Alberta  Special  Waste  Management  Corporation 

Alberta  Treasury  Branches 

Alberta  Union  of  Provincial  Employees 

Aspen  Health  Services 

Athabasca  University 

Calgary  Health  Services 

Capital  Care  Group  Inc. 

Capital  Health  Community  Care  & Public  Health 

Caritas  Health  Group 

Chinook  Regional  Health  Centre 

Cold  Lake  Regional  Hospital 

Crossroads  Regional  Health  Authority 

David  Thompson  Health  Region 

Drumheller  District  Health  Services 

East  Central  Regional  Health  Authority 

Edmonton  Public  School  Board 

Foothills  Health  Unit 

Fort  Saskatchewan  General  Hospital 


Glenrose  Rehabilitation  Hospital 
Government  of  Alberta 
High  Level  - Fort  Vermilion  Health  Unit 
Hinton  General  Hospital 

Keeweetinok  Lakes  Regional  Health  Authority  No.  15 

Lakeland  Regional  Health  Authority 

Legislative  Assembly  of  Alberta 

Mistahia  Regional  Health  Unit 

Northern  Lights  Regional  Health  Authority 

Palliser  Health  Authority 

Peace  River  Health  Unit  No.  21 

Public  Health  - Lac  La  Biche 

Royal  Alexandra  Hospital 

St.  Therese  Hospital 

Special  Areas  Board 

Sturgeon  Health  Unit 

The  Alberta  Energy  and  Utilities  Board 

The  Banff  Centre 

The  University  of  Calgary 

The  University  of  Lethbridge 

University  of  Alberta 

University  of  Alberta  Hospitals 

Vegreville  Long  Term  Care  Centre 

Westview  Regional  Health  Authority 

Workers’  Compensation  Board 
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Glossary 


Terms 

Active  member 

A member  registered  in  the  Plan  who  is  making 
contributions,  on  non-contributory  leave  for  up  to 
three  years,  on  approved  disability  leave  or  at  the 
point  of  maximum  pensionable  service  (35  years) 
and  so  is  not  contributing  but  is  still  employed. 

Benchmark 

A standard  against  which  others  are  measured. 

For  the  purposes  of  this  report,  benchmarks  are 
the  established  income  indices  listed  in 
percentages  used  to  measure  the  health  of  the 
Fund’s  investment  returns. 

Bonds 

A promissory  note  issued  by  a company  or 
government  which  bears  a fixed  maturity  date  and 
rate  of  return. 

Deferred  member 

A member  who  is  no  longer  employed  by  a Plan 
employer,  has  left  his/her  contributions  in  the 
Plan  and  has  yet  to  choose  a pension  option. 

Deficiency 

(see  Unfunded  Liability) 

Equities 

Stocks;  the  ownership  interest  in  a company. 

External  manager 

A third-party  firm  contracted  to  provide 
investment  management  services. 

Interest  rate-sensitive  equity 

An  investment  whose  return  is  expected  to  react 
to  changes  in  interest  rates. 

Passive  equity 

Equity  bought  as  Toronto  Index  Participation 
Units  (TIPS),  allowing  a fund  to  buy  into  the  top 
35  companies  on  the  Toronto  Stock  Exchange. 

Pensioner 

A member  who  receives  a pension  or  a 
beneficiary  who  receives  death  benefits. 


Policy  benchmark 

A benchmark  return  for  the  Fund  which  is 
composed  from  the  long-term  asset  mix  policy 
and  the  benchmark  indices  for  each  major 
asset  class. 

Real  rate  of  return 

The  return  achieved  by  assets  after  adjustments 
for  inflation. 

Real  return  bonds 

A fixed  income  investment  product  (a  bond) 
whose  return  is  linked  to  the  real  interest  rate  to 
generate  a specified  real  rate  of  return. 

Related  terms:  The  real  interest  rate  is  the  nominal 
(set)  interest  rate  less  inflation. 

Statement  of  Investment  Objectives 
and  Policies 

A policy  document  set  by  the  Board  to  establish 
the  asset  mix  of  the  Fund,  the  manner  by  which 
IMD  may  invest  assets  and  the  specific  holding 
limits  for  each  type  of  security. 

T-bills 

Short-term  government  security. 

Time-weighted  return 

A period-by-period  return  that  does  not  consider 
cash  contributions  to  and  withdrawals  from  the 
Fund.  Time-weighted  returns  do  not  reflect  the 
effect  cash  flow  has  on  the  Fund’s  value. 

Total  return 

Interest  income  (loss)  + price  fluctuations. 

Unfunded  liability 

The  amount  still  owing  to  the  Plan.  An  unfunded 
liability  exists  when  the  actuarial  valuation 
determines  the  Fund’s  accrued  benefit  payments 
exceed  the  net  assets  available  for  the  payment  of 
those  benefits. 

YMPE 

Year’s  Maximum  Pensionable  Earnings  under  the 
Canada  Pension  Plan. 
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Indices 

Consumer  Price  Index 

Measures  the  relative  prices  at  various  times  of  a 
select  group  of  goods  and  services  which  typify 
those  bought  by  urban  families.  In  this  report,  it  is 
used  to  reflect  the  rate  of  inflation. 

Frank  Russell  Commercial 
Property  Index 

Measures  the  total  return  attributable  to 
Canadian  commercial  real  estate.  Maintained  by 
Frank  Russell,  the  index  is  compiled  and  reported 
every  three  months. 

Morgan  Stanley  World  Index 

Measures  the  total  return  attributable  to  the 
largest  capitalized  companies  on  the  world’s  major 
stock  exchanges.  Maintained  by  Morgan  Stanley, 
the  index  is  compiled  and  reported  monthly  in 
local  and  common  currencies. 


ScotiaMcLeod  Bond  Universe  Index 

Measures  the  total  return  attributable  to  bonds 
and  includes  representative  bond  issues  by  issuer 
(Federal,  Provincial,  Municipal  and  Corporate), 
quality  (AAA,  AA,  A and  BBB)  and  term 
(short-,  mid-  and  long-).  Maintained  by 
ScotiaMcLeod. 

ScotiaMcLeod  91 -day  T-Bill  Index 

Measures  the  total  return  attributable  to  91 -day 
T-bills.  Maintained  by  ScotiaMcLeod. 

Standard  & Poor's  500  Index 

Measures  the  total  return  attributable  to  the 
500  largest  capitalized  companies  on  U.S. 
stock  exchanges. 

TSE  300  Index 

Measures  the  total  return  attributable  to  the  300 
largest  capitalized  companies  traded  on  the 
Toronto  Stock  Exchange.  Maintained  by  the 
Toronto  Stock  Exchange,  the  index  is  compiled 
and  reported  on  a daily  basis.  The  index’s 
composition  is  adjusted  annually. 


Directory  - 1997 


Board  Members  - 1997 


Contact  Board  Members  at 


Employer  Nominees 

Tim  Wiles,  Chair 
A1  Kalke 
Don  Windsor 


Public  Service  Pension  Board 


3rd  Floor,  Park  Plaza 
10611  '98  Avenue 
Edmonton,  Alberta 
T5K  2P7 


Len  Pederson,  Vice-Chair 

Gladys  L.  Breckenridge 
Debbie  Horbach 


Employee  Nominees 


Phone: 

Fax: 

In  Alberta,  call  toll-free 
E-mail: 


(403)  427-2782 
(403)  427-1621 
1-800-661-8198 


apaco@ibm.net 


Board  Secretary  (acting) 


Linda  Sinclair 

Alberta  Pensions  Administration  Corporation 

Administrator 

Alberta  Pensions  Administration  Corporation 

Fund  Management 

Investment  Management  Division 

Alberta  Treasury 

Actuary 

William  M.  Mercer  Limited 

Auditor 

Auditor  General  of  Alberta 
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